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Message from the Director 


it 1s my pleasure to submat to you the Fiscal Year 200! Annual Financial Report of the Mincrals 
Management Service (MMS) 


For 20 years, the MMS has been a leader im revenue management, environmental responsibilit,, and 
operational safety. We often have referred to ourselves as an agency born of reinvention, and | believe 
that 1s an apt description. A hallmark of our bureau ts its ability to evolve in response to changing 
econome and business clemates 


The MMS's mrssion ts: “To manage the mineral resources on the Outer Continental Shelf (OCS) in an 
environmentally sound aad safe manner and to timely collect, verify, and distribute mineral revenues 
from federal and Indian lands.” This reflects the broader goals of the Department of the Interior, as well 
as our legislative mandate. Two guiding principles help us achieve our objectives: (1) being responsive 
to our stakeholders, and (2) working to enhance the quality of life for all Americans. 


As stewards of the mineral resources on the OCS, and a leader in offshore safety, science, and 
environmental responsibility, our Offshore Minerals Management Program is responsible for balancing 
the Nation's search for energy with the protection of our natural environment. Our commitment to 
environmental protection and safe operations begins with the first step in the leasing process and 
continues through the decommissioning of facilities 


Our Minerals Revenue Management Program (MRM), responsible for managing all the revenues 
generated by Federal offshore and onshore and American Indian mineral leases, is one of the 
government's greatest sources of non-tax revenues. Using sophisticated accounting systems, the MRM 
processes more than $400 million each month. Bonuses, rents, and royalties from over 78,000 leases 
amount to several billion dollars each year. 


A recent Reengineering Initiative created a new royalty management business process and accounting 
system that will deliver royalties faster, ensure compliance for all leases in the shortest possible time, and 
save millions of dollars for industry and the American taxpayer. This initiative will help us achieve the 
MMS's mission goal of providing timely, accurate, and cost-effective mineral revenue collection and 
disbursement services. It is our intention to: 


provide revenue recipients with access to their money within 24 hours of the due date; 
ensure compliance with applicable laws, lease terms, and regulations in the shortest possible time. 
but no later than 3 years from the due date, and 

e fulfill our mineral revenue Indian trust responsibilities 


Twenty years ago, the MMS was created with the stroke of a pen—a response to the Independent 
Commission on Fisca, Accountability’s recommendation that proper fiscal accouniability and 
management of the public's mineral resources would be best served by a bureau devoted solely to 
minerals management. Since that time, we have made great strides forward by repeatedly reinventing 
ourselves and receiving accolades for our efforts and our successes. Today, we stand at the crossroads 
between the past and the future. There is no doubt in my mind that MMS employees already are focused 
on the future and how we can continue to excel at everything we set out to do. 


Deep-Water Fish 
add 
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Management Discussion and Analysis 


Ihe Minerals Management Service (MMS) manages the Nation's natural vas, ol and 
other mineral resources on the Outer Continental Shelf (OCS), and collects, accounts for, 
and disburses revenues from offshore federal mineral leases and from onshore muncral 
leases on federal and Indian lands. |The Outer Continental Shelf is located scaward of 
State waters and generally begins three geographical miles offshore, except in the case of 
lexas and the west coast of Flonda, where OCS lands begin three marine leagues 


(approximately 10.3 miles) offshore. | 


MMS was established by the Secretary of the 
Intenor in 1982 following the Independent Our Vision 


Commission on Fiscal Accountability’s To be recognized as the best 


minerals resource manager. 
accountability and management of the public's Sees —_—— 


mineral resources would be best served by an agency devoted solely to minerals 


—— 


recommendation that proper fiscal 


management. The Federal Oil and Gas Royalty Management Act enacted in January 
1982 established a framework to improve management of Federal and Indian mineral 


royalties 


As the Nation's designated steward of the mineral resources on the OCS, MMS is 
committed to achieving the proper balance between providing energy for the American 
people and protecting unmgque and 

Minerals Management Service sensitive — coastal and marine 

+ ina Disbursements to the U.S. Treasury 

10 environments. The Federal government 

; has been regulating o1! and gas activity 


on the OCS for almost 50 years, since 


re ,» the enactment of legislation in 1953 
4 ye 
when it gained official jurisdiction over 
the OCS. In that time, over 13 billion 
barrels of oil and more than 140 tnllion 
1963 od ahs 1942 1 8 2001 . 
faal wa cubic fect of natural gas” have been 


produced from the Federal OCS. This 


bederal Offshore Commodities Oil Royalties — Calendar Years 1953 2000 - MMS web page 
http) www. omrm.mms gov stats pdidocs foc oil pdf 

tederal Offshore Commodities Gas Royalties - Calendar Years 1953 — 2000 - MMS web page 
http) www mrm.mms gov stats pdidocs foc gas pdf 
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production has gencrated over $133 billion in icase bonuses, rents, and royalty payments 
MMS has an excellent environmental and saicty record. Because of is regulatory 
expertise and its successful oversight of environmentally sale and sound opcrations 
MIMS ts increasingly being called upon to assist and participate im intermational forums 


and projects that further our Nation's foreign policy goals 


Ihe establishment of MMS brought an increased emphasis on proper collection an 
accounting of mincral icase revenues. As collector of revenues trom Federal and Indian 
lands, MMS utihzes a broad range of financial services and pursues a comprehensive 
compliance straicgy to ensure ihe accuracy and timeliness of revenues received and 
disbursed in accordance with Federal laws. The business environment mm which MMS 
admimsters royalty payments is similar in many respects to that in which private and 
State land minerals owners operate. However, m scale of activity and vanety and 
complexity of lease terms, it 1s significantly different. Cwrently, MMS admunisters the 
rental, royalty, and other financial terms for over 26,000 producing and 54,000 non 


producing mineral leases 


l otal Federal offshore muncral revenue collections, Calendar Years 1953 2000. IMS web page 
http www mm mms gov stats pdidocs coll of! pdl 
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| President's Management Agenda | 


Management reform 1s, and will continue to be, an integral part of MMS operations 
Established out of an cflon to umprove the manner mm which proper fiscal accountability 
and management of the Nation's muincral resources were handled, the Muncrals 
Management Service has always sought to muncrease the etiocrency and cflectiveness of is 
operations. By listening closely and working cooperatively with local citizens, trbal 
leaders, States, and mdusiry we have been able to achieve many IMpPros cments 


However, there will always remain challenges and opportunniecs for further growth 


Strategic Management of Human Capital -- [he MiVIS has. from its mcephon, focused 
on the strategx management of stall Not only have we been concerned about the 
development of current and future stafl, but also the MMS has been a major user of 
outside sourcing for the conduct of our programs Even while undergoing segmificant 
downsizing over the past decade (2,089 FTE mm FY 1991 to 1.737 FTE m FY 2001), the 
MMS has been cognizant of the need to align its staffing resources with the burcau’'s 


missions and objectives 


We have analyzed our workforce to assess the impacts of technology, changes in 
missions goals, and the importance of competitive outsourcing in cach of these areas, 
MMS has already cxpenenced changes and cxpects to see more The Royalty 
Reenginecsing imitiative with its redesigned work processes and continued use of 
technology to achieve program efficiencies and attain goals has challenged MMS to 
develop new skill mixes in Minerals Revenue Management (MRM) staff These 
retrained, redirected staf! are ready to carry out operations under the reengineered MRM 
programs beginning in FY 2002 Plans to mitiate an E-4<scy muprovemeni for the 
Offshore Minerals Management (OMM) program will bring about significant changes in 
work processes demanding a new set of skills for current and future OMM employees 
We expect to retram and redirect OMM staff to meet the new requirements just as we 
have done with the MRM staff in addition, based on our reviews of retirement cligible 
stafl, we also anticipate the opportunity to hire new staff and will do so based on the 
revised program needs 


Our burcau goal has been, and will continue to be, to develop and mamta a workforce 


that 1s diverse, skilled and flexsble To thes end, MMS recruits capable mdiveduals by 
Wentifying our needs first and then participating im college recrusting mitiatives that 
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attract quality young poople with the deserted skills The retention of quality stafl romaine 
an important issuc for MMS) The usc of family fnendly mutiatives, providing rotational 
assignments, menionng of individuals telecommuting opportunities, Cross trammng and 
other ctlorts all contribute to our success mm retaming quality staff However, even with 
these cflorts. MMS continucs to review current staff refine succession plans. and adyust 
lor expected changes m program and staf! noods The Presents workforce 
restructuring ction ts one that will help MEMES moet nts human capital moods for the futurc 


Competitive Sourcing — As noted above. under the strategn management of human 
resources, MMS bebeves in a min of Federal and contract staff “Maintenance of the 
optimal mix requires an ongorng cv aluation of the couts and benefits of bodetal versus 
comtract staff As requirements change. functions may be shifted back and forth bets con 
contractor and m-house staff We depend heavily on contract aall to operate the 
Minerals Revenue Management (MRM) program s automated financial management and 
comphance systeras While we have a staff of in-house auditors MRM also contracts 
with States and Inbes to audu Federal and Indian leases on thew lands The Offshore 
Minerals Manageracnt (OMM) program contracts out to the private sector, as well as 
Mate umiversities, its environmental and other studies Operation of the ONMSETT (On! 
and Hazard Matonals Simulated Environmental Testing) facility im Leonardo New 
Jersey. 1s also a comtracted-out funchon Competitive sourcing 1s om use throughout the 
burcau for some of our ADP support functions On the rocernung ade, WMS «6 a leader 
m the area of franchising. providing admemstrative services on a Competitive hase to 
other Federal agem ies 


Financial Performance = MIMIS hes an crcetiont record of fmancial performance om th 
area of royalty collecthons and disbursements and has received unqualified audit operons 
consistently om this area The same «as true for the burcau 6 admenistratiyc accounts unt! 
recently Responding to recommendasthoms made by the inepector General MIMS has 
moved aggressively during the past two years to emprove our financial performance 
Much has been accomplished inchuding a complete rocomcrhaten of cash accounts to 
bring us fully om ine with lreasury. the bering of 2 new finances! management chee! « 
root gam sation of finamial management staf! as recommended by an oudtende Ac ountong 
firm umproved definition of stat respons vhtes and fume toms empress ements on enteral 
comtrols, and ex, ended tramwng tor all staf! to assure betier comphane er? rules and 
regulahons Still. we are striveng to make further emproverments Asin cuample MVS 
i «heduled to be one of the fort bureaus to move te the Department + prapesed ace 
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Offshore Minerals Management Program 
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Production from deepwater wells is increasing as compared to prio: years. In 1985, for 
example, only six percent of the Gulf’s oil production came from deepwater wells as 
compared to over 50 percent in FY 2001. Natural gas production from deepwater zreas in 
the Gulf has also increased—-from less than | percent of total production in 1985 to over 
20 percent in FY 2001. 


Marine Science -- Since 1973, the Environmental Studies Program has funded over $712 
million in scientific research. This research cncompasses biological, physical 
oceanographic, ecological, and 


; ; ; .. a) 
socioeconomic issues associated with 
"4 “) 
offshore mineral leasing and development. | 
a rpheiirnd Internet Access | 
During FY 2001 research activities were Data, bibliographic citations | 
underway on more than 200 different | technical summaries, and | | 
projects, and more than 30 new projects a pone seta bee os bop eons | | 
were started. conducted by MMS can be | i 
accessed through the MMS 
. . | homepage i | 
MMS has established Coastal Marine | [ WWW.MMS.GOV | | 
Institutes (CMIs) in Alaska, California, and | on 
Louisiana. Through these CMIs, MMS coi =) 
leverage its financial resources with those _ i Ee 


of the States. This arrangement helps both 
MMS and the States address mutually agreed upon scientific needs regarding the impacts 
of OCS activities. All research is funded on a 50/50 matching basis. In FY 2001 the 
CMI partnerships resulted in research awards which matched MMS funds with 
$3,000,000 of non-Federal funds. 


MMS is also one of the Federal government’s Icading agencies for oil spill research. On 
average, MMS spends more than $6 million per year on research into oil spill protection, 
prevention, response technologies, and managing the National Oil Spill Response Test 
Facility. 


Most scientific research conducted in FY 2001 was related to deepwater activities in the 
GOM and included studies on: 


e Deepwater Habitats and Benthic Ecology 

¢ OCS Decpwater Related Infrastructure in the GOM 

e Effects of Oil and Gas Exploration and Development at Deepwater Sites 

e Gulf of Mexico Sperm Whale Distribution, Abundance, and Behavior Study 
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e Economuc Factors Associate: with Offshore Development 


Other major MMS studics addressing critical rssucs to offshore oil and gas leasing, 
exploration, and development, as well as non-cnet cy munaa's during FY 2001 mnclude 


e Arctic Nearshore impact Monsormng 

© Santa Mana Basin Occan Circulation Studies 

e Enviromnental Surveys of Potential Borrow Arcas on the Offshore Northern 
New Jersey and Southern New York Shelf and the Environmental 
Implications of Sand Removal for Coastal and Beach Restoration 

© Am Quality Model Developmen for OCS Apphcations 


Proposed Five Year Plan - As roquired by law, during FY 2001, the MMS prepared a 
new 5-year program to succeed the current one that ends June ™), 2002. The drafi 


proposed program is the secom4 step im a lengthy planning process. The first step began m 
December 2000 with a request for comments and imformation. After considering more 
than 10,000 comments that were received, and analyzing the available areas of the OCS, 
the MMS developed the draft proposed schedule of lease sales for 2002-2007 


The Minerals Management Service proposed to hold 20 oi! and natural gas lease sales in 
the federal outer continental shelf between 2002 and 2007. The proposal, entitled Draft 
Proposed Outer Continental Shelf Oil & Gas Leasing Program 2002-2007, was published 
m the Federal Register in July 2001. The proposed Plan included sales in the Gulf of 
Mexico's Western, Central and part of the Eastern planning areas, and Alaska’s Beaufort 
Sea, Norton Basin, Cook Inlet Shelikof Stra and the Chukchi Sea/Hope Basin. The drafi 
proposal did not include any areas currently under moratoria of presidential withdraw al 


The public comment pernod on the draft proposed program ran for 60 days and ended m 
September 2001. After the comment penod, MMS prepares a proposed program and 
issues a draft Environmental Impact Statement (EIS). Both the proposed program and 
draft EIS will be followed by a 90-day comment period, to be scheduled later this year 
The MMS plans to issue a propesed final program and final EIS im spring 2002. The 
Secretary of the Intenor must review and approve the final S-year leasing program which 
1s scheduled to become effective July |, 2002 


Western Gap Treaty - The first blocks beyond the U.S. Exclusive Econome Zone 
(EEZ) in the Gulf of Mexico were offered for lease on August 22, 2001 in Sales 178 Part 
2 and 180. Seven blocks in the Western Gap received bids totaling $2,078,000. Tlas 
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came aficr more than 13 years of treaty negotiatsons between the US. and Mexico 
regarding the boundary 


The Senate ratified the 1978 Bilateral Agreement csiablishing the boundary out to 200 
mules mm the Gulf of Mexico on October 22, 1997. However, the boundary agreement lefi 
a gap m the arca beyond 200 miles from the respective coasts. The total arca of the 
“western gap” 1s approximately 5,092 square nautical mules (17,467 square kilometers). 
an arca slightly smaller than the state of New Jerscy 


The U.S. and Mexico began negotiation on developing a treaty for the Western Gap in 
March 1998. The MMS actively supported the State Department throughout these 
negotiations, and coordinated closely with them im executing our mission responsibilitics 
m the Western Cap area (c.g. determining which tracts might be offered for lease, 
granting geophysical permits, conducting the baseline survey, producing the maps 
providing techmcal guidance, facilitating consultation with the ou! and gas industry, cic.) 


The Treaty was signed at the White House on June 9, 2000, by Madeline Albright, then 
Secretary of State, and Rosario Green, Secretary of Forengn Relations of Mexico. In carly 
July, the Treaty was formally transmitted to the President by the Secretary of State. ht was 
transmitted to the Senate Foreign Relations Committee, pending advice and consent of 
the Senate. The treaty was recommended for advice and consent by the full US. Senate 
on October 18, 2000. The treaty was ratified by the Senate on October 18, 2000. On 
November 28, 2000, the Senate of Mexico also approved the treaty The US. and 
Mexican governments exchanged instruments of Ratification in Mexico City on January 
17, 2001. Article IV of the treaty establishes a 1.4 nautical mile wide buffer zone along 
cach side of the continental shelf boundary mn which leasing and oi! and gas exploration 1s 
to be deferred for 10 years 


The agreement makes a little over 90 percent of the Western Gap immediately available 
for leasing and subsequent exploration and production. The “buffer zone” represents less 
than 10 percent of the U.S. portion of the Western Gap 


MMS Ensures Nation's Historic Shipwrecks are Protected as Avchacologists Share 
in U-Boat Discovery - A highly sought-after World War Il German submarine, the | 

166, was recently discovered 45 mules from the mouth of the Missnempp: River through 
the yout efforts of the Minerals Management Service and BP and Shell Gl compames 
The U-166, the only German submarme sunk in the Gulf of Mexico, rests m the crater 
created when it was sent to the bottom by a depth charge m the summer of 1942, shortly 
after the U-166 torpedoed and sank the passenger freighter SS. Robert E. Lee The 
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wreckage of the submarine was found in 5,000 feet of water. The U-boat's whereabouts 
had long been disputed and it was thought to lie far from its actual resting place. MMS 
archacologists were part of the scientific team that was instrumental in locating and 
identifying the WWII U-boat. The news of the discovery solved a 59-year old mystery 
and ended decades of fruitless searching. 


MMS requires the oi! industry to file detailed plans for pipelines and platforms before 
they can construct them. Part of these plans involve detailed surveys of the Gulf floor 
along the construction site. It was in doing this survey that the U-boat was found. Its 
discovery and confirmation came as a result of an MMS-required shallow-hazard and 
archacological survey of the seafloor pnor to construction of a proposed gas pipeline by 
BP and Shell Oil. The gas pipeline survey employed a high-tech, mini-submarine, 
remote-sensing instrument developed by C&C Technologies, Inc. of Lafayette, La., and 
had never before been used in the Gulf of Mexico. It is unlikely that this discovery, or 
many others that have been made in the waters of the Outer Continental Shelf, would 
have occurred without the regulation and oversight of MMS. As a result of this important 
discovery, BP and Shell have re-routed their proposed pipeline around the site, a standard 
means of preserving historic sites from harm during construction. 


The MMS considers the effect of all its actions, including lease sales, studies and permits, 
on the cultural heritage of the United States. To meet this responsibility, it requires the o1! 
and gas industry to conduct marine remote-sensing surveys that may identify shipwrecks. 
The MMS has staff archacologists trained to review the geophysical reports submitted by 
the oi! and gas industry. As a result, when BP and Shell first realized the significance of 
what they had discovered, their first report was made to MMS for direction on how to 
proceed. Two weeks later, MMS archacologists accompanied BP and Shell personnel and 
their own contract archacologists from C&C Technoiogies on a research mission for the 
first glimpse of the U-yoat by using a camera aboard a remotely operated vehicle 


The MMS reviews nearly 1,700 planned wells and pipelines every year for their potential 
effect on archacological sites on the outer continental shelf. Because of this regulatory 
requirement, more than 100 shipwrecks have been discovered on the floor of the Guif of 
Mexico. While many of the wrecks are either local fishing or shrimp boats, crewboats, 
and other modern vessels, over a dozen World War Il casualties of the six U-boats known 
to have patrolled the Gulf have been found. Older shipwrecks have also been identified 
and studred, including the passenger steamer New York, sunk in 1846, and the Civil War 
Umon gunboat USS Hatteras. Just last year, the MMS listed the well-nreserved side- 
wheel steamer Josephine to the National Register of Histone Places, an official list 
maintained by the Federal government of the nation’s most important historical sites 
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Minerals Revenue Management 


On October 8, 2000, the MRM changed its name from Royalty Management Program to 
Minerals Revenue Management and realigned its organizational structures and resources 
to support the significant and recurring benefits of the royalty reengineering initiative. 
The new MRM organizational structures were developed based on extensive input from 
employees and in close consultation with industry, State, and Tnbal partners. MRM’s 
goal 1s to provide the best possible services at less cost. The new organization ts highly 
integrated, process centered, and focused on outcomes. 


Some federal and Indian lands are leased to individuals and companies for minerals 
development. Leascholders competitively bid, initially pay a bonus and subsequently, rent 
for the nght to develop these onshore and offshore lands. If minerals are found, extracted 
and sold, the federal government is entitled to a certain percentage of, or royalty on, the 


production. 


Minerals Revenue Management is responsible for collecting revenues carned from the 
leasing and preduction of mineral nghts on all Federal and most Indian lands and for 
disbursing these revenues to various recipients as authorized by numerous statutes. The 
MRM collects mineral leasing revenues from Indian lands and transfers these monies to 
the Office of Trust Funds Management for distribution to either the appropriate tnbe or 
individual Indian mineral owner. 


Unlike MMS’ offshore program, Bureau of Indian Affairs (BIA), or Bureau of Land 
Management (BLM), MRM does not determine the lease contract conditions (amount of 
rent, bonuses, or royalty rate to charge, or any lease compliance requirements). MRM's 
role 1s to determine the value, to assure the proper measurement of volume and to assure 
the proper royalty rate is applied to determine the reciment's share of revenues. As part of 
this role, MRM reviews compliance with regulations, laws, and lease terms, focusing on 
properties and utilizing newly reenginecred tools. Auditors conduct on-site studies of 
payors’ accounting records to determine if the proper amount has been paid. The 
revenues MMS collects from Federal onshore leases is shared 50 percent with the states 
in which the lands are located. During the last ten years over $1 billion dollars have been 
collected through these compliance activities 
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The MRM collects and disburses revenues collected on lands administered by the 
Department of the Intenor (the MMS Offshore Minerals Management Program, BIA, and 
BLM), the U.S. Forest Service, the Army Corps of Engineers, and the _.S. militar, 
MRM works closely with the staffs of these bureaus and MMS offshore program 
organizations on a continuing basis to improve overall royalty management 


Fiscal Year 2001 MRM Activities 


Reengineering Initiative Durning FY 2001, MMS developed a new systems 
infrastructure to support our reengineered business processes. The build phase included 
substantial testing, training, and conversion activities. MRM engaged Accenture 
(formerly Andersen Consulting) to develop a new integrated royalty management system 
consisting of a PeopleSoft-based financial module, a Compliance and Asset Management 
(CAM) module, a robust relational database environment, a data warehouse, and a variety 
of technology tools. MMS implemented the PeopleSoft core software for the new 
financial system on November |, 2001 and will phase in other components in carly FY 
2002. 


MRM Reengineering Components 
— = — — — - 5: a a1 
bs —— * = . 
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2 . . 
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When fully implemented, the reengineered end-to-end business processes will help us 


achieve our goals while supporting a strong emphasis on our Indian trust responsibilities 


e The financial management process will greatly enhance MRM’s ability to provide 


recipients access to their mineral revenues within one business day of MRM receipt 


e The compliance and assct management process will help MRM reduce the business 


cycle ume by 50 percent 


In a number of respects the new Financial and CAM systems will deliver common 
functionality or capabilities that can be utilized to further support future royalty-in-kind 
(RIK) activity. However, MRM will need specialized technology investments to 
transition from pilot projects to full integration of RIK into our financial and CAM 


processes 


The Royalty Reengineering initiative with its redesigned work processes and contunued 
use of technology to achieve program efficiencies and attain goals has challenged MMS 
to develop new skill mixes in the Mincrals Revenue Management staff. In October 2000, 
MRM realigned their workforce to support two reengineered end-to-end core business 
processes -- financial management and CAM. The interrelationship of these core 
business processes 1s shown below, and further detail 1s available in our budgct 


submissions 
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MRM's Reengineered Processes 


Compliance and Asset Management 


Ti . te “* . : Ty “* © oe 
i. ** hi « *_ * ee" © © eee 


ee 
Financial Management 


In carrying out these two core business processes, MRM provides special focus on its 


Indian trust re.ponsibilities 


Indian Trust Responsibilities - The MMS serves Amencan Indian tribes and individual 
Amencan Indian mincral owners by ensuring that they receive accurate returns for 
mineral production on their lands. While working to guard Amencan Indian mineral 
interests, MMS also emphasizes Amencan Indian empowerment through government to 
government relationships. We coordinate with eight trves that choose to handle thei own 


royaity audit work through cooperative agreements 


When we restructured Gur organization in October 2000, we reemphasized our focus on 
Indian Trust responsibilities by establishing the Indian Complhance and Asset 
Management section, specifically dedicated to servir, mineral producing tnbes and 
individual !ndian mincral owners (allotiecs). Based at the Denver offices of the MMS's 
MRM, this service organization 1s augmented by tcam sites in New Mexico and 
Oklahoma. It serves as a focal pot for both Indian mincral issues and contact with the: 


Indian community, allotiees, and involved federal agencies to resolve Indian muncral 


related issucs 
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In January 2000). we emplemented the new Indian s alushon ga rule. etach eager od 
accuracy and umechonecss of royalty revcnwes for indian tribes and allotios becasue of 
increased industry certainty for computeng gas related rovalbes § Scpartaich mm rewnomm 
to feedback from the Indian commurmity. MRM proposed 2 sonaratc ro alty + abuatoow) mui 
for crude oil produced from Indian leases The new rule would reflect the hewt methwad te 
ensure that Indian lessors recernve faw market vale: for ther cel resewroes «= weld alee 
modify regulations that establish royalty \aluc for on! produced trom badian kowses create 


; hw! form hw «end nen tere g » abe 


— y 


How Does MRM Fulfill posted procs. and mace \ abustieon more 
Indian Trust comssticm «with indian lease terms A 
Responsibilities? wpplcmenman proposed rub mack 
changes from the ential proposed rule om 
respoms<c to pubix comments and 
comuhahom «dh tribes We plan te 


© Walk im customer service on Ohlahoma publish anew indian on! \ abuasteom rwhe om 
tied New Mean ” 


differential data dacrease rehame on 


© A dedwated Indian ( orplame and 
Asset Mismecagre wre wel coffin « 


rY Jimi) 
© Emphasis on goverament to 
covenant! relatromshis ‘all In b armengton Nce Vleano vweus has 
coordinating with crght trikes that ) 
choose to handle thew won audits of participating mm a Dey a 
mineral revenues from thes lards pilot, umplementing 2 mew concept m 


serving our wdian constituents § Thos 
office unites employees from the Bureau 
of Indian Affairs, Bureau of Land Management, and MMS. water one director for 
outreach, inspection, enforcement and munecral revenwe comphance services to mdustry 
and Amencan Indian allotices and thew hews With thi Department-wide trust focus. the 
Farmington Indian and Minerals Office (F'MO) has boen instrumental in reengeneering its 
processes and services. In FY 20)1, the Department deemed the pilot a success and made 
the FIMO permanent Departmental officials are umterested mm adopteng thes approach m 
other geographic areas, and are formalizing the Federal and Indian Mineral Offices 
concept for implementation in other arcas 


Rovalty in Kind (RIK) MRM s Reengineering lnrtiative ecetabliehed core buses: 
processes and orgam ational structures to support its future assct management approach 
for admumstering Federal ol and gas royalies RIK ts a critical component of ths 
straicgy Although MMS has had the authority to collect on! and gas royalies eother m 
cash or mm kind, «t hestoncally focused on the cash approach One exception has boon the 
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kong wandeng Salli Refont Program Hoe cect segmia ant ads amc hase oom made h 
MMS wme 199" mm ev atusteng Oe teaeieht, of compettne RIK @ratcgee. and 
dev cheqeng amd wancevetull) eqret ating 2 wotees of BIR pokes prropents te owt ev cateebety oot 
ee aE ah Tiveugh Ge energeer of the pelt presets and Ge Small Refine 
Program SENES has ecfl penctewmed meet! take the meet haga al top on the des chequmcn: 
ot thre RIK agape * 


in bamwary D000) the MIMS pattiewhed as RIK Read Map te the Future The Read Map o 
@ twee yea emplomenianen plan dewgned te cvedve amd omogratc the RIK cation ome 
MMS asset management arategy The bey fexcus areas of the Read Map ox hack 
dey cheapmont of Museness preewses amd or gars stem a qureiticn of crateleme tox fumenbeng 5 
ter wageprert IR activ etees amd de femitecen of fasterre omtoermmatocn roparteme roqpuercrmenits 
The MRM os etehivemg the ( sathonal VMewe! anproah to support and manage the Read 
Map enplomerntianen a well as the comtmecd aperaien of the RIK pilots and Small 
Retimer Program The RIK pilots for FY Demrl Dem) enctade competitive cakes of ool 
predation on Wyormng and the (rulf of Verne amd natural gas om the (wll of Meano 
VINES ts Commtermanng to assews the results of these robots amd om orper ating the fumdbomges on 
the further evohutron of RIK Puseness strategees bm March ar! VMS pubirched ots draft 
seewemenm reper on th Wyerwng Piet The drafl ropert comcleded that the RIK 
approah weed on WV yormeng «as 2 viable aptren om manageng the royalty acct MIMS in 
competing ts aseceement of the fret RIK gas pelet mm the Gall of Vewwo and well & 
pubirshung the results mm FY > Addrmanal ev shushoms of Gulf of Mewwo ol amd pas 
poiets eill he comducted om FY Dimi) 


Sigmitx ant emvestments om techmebegy to suppert the RIK praces anc planned tor 
PY 20) and beyond Durmg FY 202, MIMS well acquire a needed gas management 
system to sugupert rts natural gas RIK buseness actry tees Pothow eng this fumdemg well te 


sought fer the develapment of an ol lqusds management systom These systerms 
mv cstments are crith al te evobutran and omtegratren of the RIK aptien onto the MMS asset 


Management strategy 


On November 11 210) the Pressdemt made the decison to proceed «ith the uthhsatan of 
(ult of Messe royalty a! to fill the romanmwng sorage capacity of the Strategx 
Petroleum Reserve (SPR) While details are still beng worked out. thu mutate well 
mvolve the delivery of approwemately |) millon barrels of RIK ot! to the Department of 
Pmergy for wee om filling the SPR Dehwery of RIK ctl @ expected to beg om April Dee) 
ated be compicted on December end 
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GovWorks 
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(1) Manage Natwral Revowrces tor a Healthy Environment and a Virong 
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regulations. MMS is meeting those challenges by implementing new business processes 
for managing mineral assets. 


(2) Meet our trust responsibilities to Indian tribes and our commitments to 
island communities 


The MMS supporting mission goals are: 


e Fulfill our mineral revenue Indian trust responsibilities. 
e Interact with our customers in an open and constructive manner to ens..¢ that we 
provide quality services that satisfy our customers’ needs. 


The objective of these goals is to provide the highest possible Indian trust protection 
relative to our role in collecting and disbursing royalties on Indian lands. We are focusing 
our efforts on the accuracy and timeliness of collections and disbursement and industry 
compliance to ensure that Indian tribes and allottees receive all monies due to them. 


MMS offers a number of opportunities to tribes, including access to automated systems, 
an Indian internship program for on-the-job-training, and handling royalty audit work 
through cooperative agreements. These efforts will assist the tribes in assuming royalty 
functions and further improve the government to government relationship with the tribes. 


MMS had ten FY 2001 annual goals to measure its progress toward achieving its mission 
and long-term goals. Three of the measures and associated goals are discussed below. 


Provide for safe and environmentally sound inineral development on the 
Outer Continental Shelf (OCS) and ensure that the public receives fair 
market value. 


Today’s offshore oil and gas industry is global in scope. MMS continues to expand its 
collaborative projects with other technologically advanced regulatory countries to 
promote safe and environmentally sound oil and gas operations worldwide. 


Minerals Management Service 26 FY 2001 Annual Financial Report 


MMS's offshore minerals management program Performance Measure. MMS's long- 
was created as a result of the Outer Continental term goal is to maintain or decrease 


Shelf Lands Act of 1953 (OCSLA), which ‘¢ sverage annual safety index of 


provides for the expeditious and orderly 2 1.' ye annual performance iw 


development of minerals on the OCS im an index not greater than 594. 
environmentally sound manner. The OCSLA — 
established a mandate for managing natural resources on the OCS. The primary facets of 
this mandate are to: (1) make OCS lands available for mineral development to mect 
national needs; (2) ensure that any mineral development occurs im a safe and 
environmentally sound manner, and (3) ensure that the public receives fair market value 
for making these mineral resources available. 


The FY 2001 safety index was .658, which, although it did not meet the goal, was an 
improvement over the FY 2000 index®. The index improved in FY 2001 because the 
severity of the accidents ane 

that did occur dropped Safety Index 

while the activity level 
increased significantly 
from FY 2000 to FY 2001. 
Even though there was a 
drop in the severity factor 
of accidents from FY 2000 
to FY 2001, the level was 
still higher than it was in 
FY 1998 and FY 1999. TO 
OMM is working with industry to reduce the number and severity of accidents. 


ww Safety index is the ratio of the number of incidents X 
' severity factor to the number of activities X 


| complexity/risk factor. 


ww For FY 2001 and beyond, MMS changed the index 

name from “accident” to “safety” to make the long-term 
goal terminology consistent with the mission goal and 

OMM's overarching goal 


* OMM originally reported that the FY 2000 safety index was .867. The actual index was 837. The 
difference was caused by an error in a database query. 
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Provide imely, accurate, and cost-effective mincral revenuc collecnon and 
disbursement services. 


— —_— 


The Federal gowermment ts the largest mincral royalty owner m the United States. The 
Mincrals Management Service 1s responsible for ensuring that annual revenucs from 
Federal and Indian mrncral leases are collected, accounted for, ve fred, and disbursed to 
appropriate recipients im a timely manner MMS disbursed more tan $10 tilbon m 200! 
to Federal agencies, US. Treasury accounts, States, and the Office of Trust Funds 
Management on behalf of indian tribes and individual Indian mincral owners 


The Federal Oi! and Gas Royalty Management Act of 1982 established a framework to 
improve management of Federal and Indian mineral royalties. In response to this 
mandate, MMS’ muncrals revenue management program has cstablishe* a 
comprehensive, consolidated system for collecting, accounting for, and disbursing 
mineral revenues. In addition to a broad range of financial services, MMS also pursucs a 
comprehensive complhance effort staffed by MMS employees and State and tribal 
auditors. Currently, MMS admunisters the rental, royalty, and other financial terms for 
over 26,000 producing and $4,000 non-producing munecral leases, both onshore and 
offshore. 


Performance Measure The MMS 1s working to improve disbursement trmeliness and prov mde 
recipients access to mineral revenues by the end of the buseness day followsng the day of 
receipt. Additionally, MMS continues to ensure that 1 disburses funds as required by law. by 
the end of the month following the month of recespt. The long-term goal is, by the end of FY 
2005, MMS will provide recipients access to 90 percent of revenues within one business day of 
recerpt and disburse 98 percent of revenues to recipients by the end of the manth follow rng 
month received. The FY 2001 anual performance goal was “By the end of FY 2001, disburse 
98 percent of revenues to recipients by the end of the month following month received © 


— 


MMS achieved an on-time On-Time Disbursements 
disbursement rate of 98.4 percent 
0% ae s x oa 
in FY 2001, thereby exceeding the —_ fr rp ° ” 
¢ naa 


annual goal MMS consistently 


has achieved a high on-time “~ a i | 
disbursement percentage 


97% 
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Performance Measure The \ong-tcrm goa! for royalty comphance 1s: “By the end of FY 
2005. ensure payments ore within the expected payment range at the duc date for 95 
percemt of properties.” This goal was established mm MMS's FY 2000 ~ 2005 Strategic Plan 
m anhcapation of the complehon of MRM's reengmnecring mutiatrve. The FY 200! goal 
was “In 2001, acheve a compliance index of 9775 (for calendar year 1999)” 


ee — 


MMS compares the value expected for mincral royalty payments with actual reports and 
payments using a complance index model. The model calculates the index with 
available sysiemns information and public pnce data’ Before MMS calculates the index, 1 
waits one year for mdustry to make adjustmenis to the royalty and production reports 
and payments. The mdex reported for 2001 was for calendar year 1999. The resull, 
9835, exceeded the target 


Throughout FY 2092, MMS will continue to use the comphance index as the 
measurement most closely aligning with this long-term goal. During FY 2002, we will 
determine a new comphance measurement methodology that will best reflect this goal 
As with the current comphance index, the new measure will focus on comphance with 
expected values for defined producing arcas and properties. In addition, MMS intends to 
determure comphance on a real tome basis, imstead of waiting two years as 1s currently 


required 
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Discussion and Analysis of the Financial Statements 


MMS" goal is to achieve unqualified (clean) audit opimons on all financial statements 
plus imternal controls and Federal Financial Management Improvement Act requirements. 
In 2000, MMS only received an unqualified opinion on its Statement of Custodial 
Activity. Thas, the FY 2001 goal to prepare all financial statements and receive an 
unqualified opinion on the Balance Sheet and Statement of Custodial Activity, was a 


mayor accomplishment 
oe Fi ai S 


Responsibility for the integrity and objectivity of the financial information presented im 
the financial statements lics with MMS management. The financial stctements and 
supplemental financial schedules included mm this report reflect the financia! position and 
results of the operatior: of the bureau pursuant to the Chief Financial Officers Act of 1990 
and the Government Management Reform Act of 1994. While these statements have 
been prepared from the books and records of MMS in accordance with guidance provided 
by the Office of Management and Budget and the Federal Accounting Standards Advisory 
Board, the statements differ from financia’ reports used to monitor and contro! budgetary 
resources that are prepared from the same books and records. The financial statements 
should be read with the realization that the MMS is a bureau of the Department of the 
Imenor, an agency of the executive branch of the United States government, a sovereign 
entity Accordingly, unfunded habilities reported in the statements cannot be liquidated 
without enactment of an appropnation, and ongoing operations are subyect to enactment 
of appropriations 


Expenses 


As reflected on the Statement of Net Cost, the 2001 gross cost of the MMS, before carned 
revenue was approximately $1.6 tilhon. The Minerals Leasing Act (MLA), USC 
18! of seq. provides that States be pand 50 percent of the revenues resulting from the 
leasing of muneral resources on Federi! public domains lands wrthen thew borders, except 
Alaska which recerved 9) percent in 2001, MMS umplemented Federal Accounting 
Standards Advisory Board guidance that required such payments to be reported as an 
cxpenditure m the Statement of Net Cost and as a financeng source on the Statement of 
Changes m Net Postion. Previously thus outlay was only mcluded on the Statement of 
Custodial Activity, thus wader representing total capenecs of the government The 
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following charts depict the percentage cost distmibution among the three major activities 
and the payments to states distnbution within MRM 


Revenue 


During 2001, the MMS collected over $10 billion, an increase of approximately 50 
percent over 2000, from Outer Continental Shelf and onshore oil, gas, and mineral lease 
sales and royalties, making MMS one of the largest collectors im the federal government 
These recempts are presented on the bureau's Statement of Custodial Activity since these 
collections, under federal accounting rules, arr considered to be revenue to the 
government as a whole rather than to the bureau or the Department. These revenues are 
distributed promanty to federal and state treasures, Indian tribes and allottees, the Land 
and Water Conservation Fund, and the Histonc Preservation Fund 


Budgetary Resources 


MMS receives funding for operations from three sources the Royalty and Offshore 
Minerals Management (ROMM) appropnation, Oil Spoil Research (OSR), and offsettong 
collections (primanty from rental recespts from offshore leases) For 2001, the MMS had 
total annual appropriated resources of $246.6 millon, of which $107 4 muthon was from 
offsetteng collections The $2466 represents the amount available from the ongynal 

2469 milhon after applying the government-wide O22 percemt reduction m 
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discretionary funds approved by Congress in December 2000. The following char 
displays the 2001 funds by the three funding sources 


@Seres! $133.116.498 $107.410.000 $6,104,540 


Liabilines and Net Position 


Federal agencies, by law, cannot make any payments unless funds havc been appropnated 
by Congress’ MMS’ unfunded habilitees, excluding the accrued lability to the states, 1s 
approxumately $20 milhon for fiscal year 2001. This $20 mullhon of accrued habilities 
consist pnmanty of unfunded annual leave and unfunded workers compensation clams 
under the Federal Employees Compensation Act which are considered an expense and 
hatulity mm the current year, but winch will be pand out of funds made available to the 


agency om future years 


The Net Position of the burcaw consists of (1) Uncapended Appropriations, (2) 
Cum ylative Results of Operations and (3) Restricted Equity for the Environmental 
improvement Restoration Fund (EIRF) MMS's Net Postion as of September 1), 200! us 
$1,017 tulhon, of whuch $8 mulhon « Unexpended Appropriations, $60 aullon 
Cumulative Results of Operations and $949 mulhon « Restncted Equity for the 
Environmental improvement and Restoration bund (FIRE) 


The | neapended Appropnations represents spending authonty appropriated by ( ongress 
that has not yet been weed Cumulative Results of Operations ts the net results of the 
bureau's operations over time The Restrcted Equity for the EIR results from a june 
29, 2000 US Supreme Court decree setthng a long-standing drapute be ween the state of 
Alaska and the boderal government over the State bederal boundary of reas leased for on! 
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and gas in the Beaufort Seca Pending resolution of the dispute, sale bonuses and 
associated rental payments collected dunng that ume were deposed mi an Escrow 
Accoumt The Supreme Court ruling released those funds, making them available for 
distnbuton. Public Law 105-83, as amended, requ red one-half of the princepal and onc 
half of the mmtcrest be deposited imto the Environ ncntal improvement and Restoration 
Fund. The law requires the corpus of the Fund to be mvesied. Twenty percent of the 
imterest carned by the Fund 1s permanently appropnated to the Department of Coramerce 
Congress can appropnate the remammueng 80 percent for specific purposes as outlined om the 
law MMS admomsters the fund 


Smancial Performance 


The MMS monstors financial management performance through penads. collection and 
reporting of data for the Prompt Payment, Electrome Funds Transfers, and the Dett 


Collechon Act. These reports are prepared and submutied to the Department of the 
Intenor s Office of Financial Managemen for review by departrrental semor managers 


Performance Measure To have the percentage of payments without meres! penalies 
meet or exceed the government-aide goal of 97°. 


2001 Results The MMS exceeded the governmem-wide goal by payrng mvowes 9 2 
percemt of the terme on teme 


7 O% 


tT Ut 


CO Pee ve neen ZO Be he CO Parone 200" Betum 


Mienerals Menagerie Sens ne ‘ ee 


Performance Measete To use Electron Funds Transfer (EFT) to 0 maxumum cxtent 
possible, cacept for payments covered by 4 aiver 


2001 Results MMS achueved as goal by requirimg new vendors and employees to enroll! 
for EFT payments MMS also had an mcrease m payments resulting from cxpanded 
Gov Works activites, some of which resulted m payments to overseas entities that could 
not process via EFT. thus, the neghgible decrease mm EFT vendor payments 


ae 99 1% 
Taba 


2001 EFT 7001 EFT 2000 EFT 2000 EFT 
TrawiPyrt Vendo Pynt = TrawiPynt Vendor Pynt 


Compliance with Legal and Regulatory Financial 
Requirements 


= 


Annual Assurance Statement for FY 200! 


As of September ©). 2001. the MMS's financial management systems comphed 
substantially with a counting standards appli able to Federal entities. but did not comy!y 
substantially with the Federal fimanmial management systerms requirements and thy 
wandard general ledger at the tramsaction level requerements Specificaliy, MMS did not 
have adequate infermeatran security polcres and proacedurcs to moet the boderal finan va! 
management system requirements of the federal tinanceal Managers tntogrity Act 
(FETMIA) Addeteomally, the MMIS Audeteng and | manceal Syeterm (APS) wsed to account 
jor Vienerals Revenwe def not acount 'w transacthon wang the | So Standard Coneral 
Ledger at that the transaction level System Security polures and procedures will tx 
revised and emplomented by June Wi Dil The MMIS. Moenerals Revenue Managemen 
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mmplememtied a mew revenue accounting syticm m November 21)! that no JEMIP and 
FFMILA comphan 


Federal Managers’ Financial Integrity Act (FMEA) 


The MMS centrally manages the Foderal Managers fF imancial integrity Act program. «sth 


oversight responsitilines assigned to the bureau CFO and Deputy CFO Each of the four 
MMS directors mamtams rcepcnsitility for effective controls to provide reasonable 


assurance that Govetument resources afc protected agammet fraud waste suse 
mismanagement. of Misappropnation 


Resolution of Internal Control Weaknesses Reported in 2000 Audited 
Financial Statements 


The follow ing table summanzes actions taken to resolve maternal «caknesses. reportabic 
conditions. and instances of noncompliance «ith laws and regulations reported in the 
independent Auditors Report for Fiscal Year 2000 In 2000. the bureau only received an 
unqualified opemon on the Statement of Custodial Activity, al! other staiements were 
disc laamed because MMS did not present its financial statements and related dix losures 
for audit mn a tomely manner 
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Depa cat of the Interior 
Minerals Management Service 
( casobidated Balance Sheet 
As of September W, 2001 and 2000 


ate & Be nmreted 


FY 2001 
LIABILITIES AND NET POSITION 
| sabdlities (Note 6) 
Accoums Payattc 
Administrative duc to the Pubin $848,775 
( ustadisl duc to Federal Agen ics 1.287.421 
Adrumestrativ< duc to bederal Agen res 4,$10 
Accrued Payroll! and Benefits 
Due to the Pubic © S44 
Due to bederal Agencies 128 
[beterred Rev enue and Deposs | satu lites 
Received for the Publix "40 
Received from federal Agencies 12 
Accrued | nfumded Annual | case and Benefits 
[due to Che Putter 16.526 
Due to Federal Agencies 1.7 
Actuanal | vat betes 7,802 
t stemated Future | satules (Notes © and 6) Mt 
TOTAL LIABILITIES 1 oM48) 
‘et Position 
(i nerpended Appropriations sibs 
( urmulative Reswlts of Operations s0 709 
Restruted tquity EMR oan BS 
Total Net Position (Note %) 1017 08) 
TOTAL LIABILITINS AND SET PorsiTios $2,654,555 


$31.54) 
wera’ 
1 $32 


6.26) 
1.155 


25.915 
1283 


.. 

| Mea 
so9 
427 BDI 
1.322.147 


9 ues 
(102.993) 
wis 1h) 
ei lJ4. 


+) 1 Mie 


i - "per % tes ort Gh we gta per’ At (hee we fometn co! whete the eet. 


M ete Menagemem Ser)» « ~ ‘) 


Sruese! | otrete ce Boge 


Consolidated Statement of Net Cost 


Department of the Interior 
Minerals Management Service 


For the years ended September 30, 2001 and 2000 


(dollars in thousands) 


FY2001 FY 2000 
Restated 
Unaudited Unaudited 
Minerals Revenue Management 
Gross Cost $70,256 $119,306 
Payments to States (Notes 10 and 11) 1,116,629 693,282 
Earned Revenue 25,041 25,179 
Net Cost 1,161,844 787,409 
Offshore Minerals Management 
Gross Cost 189,139 319,618 
Earmed Revenue 92,286 103,966 
Net Cost 96,853 215,652 
Franchise Fund 
Gross Cost 235,077 140,505 
Earned Revenue 235,433 140,505 
Net Cost (356) 0 
Totals 
Gross Cost (Note 11) 1,611,101 1,272,711 
Earned Revenue (Note 12) 352,760 269,650 
Net Cost of Operations $1,258,341 $1,003,061 
The accompanying notes are an integral part of these financial statements. 
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Department of the Interior 
Minerals Management Service 
Statement of Custodial Activity 
For the years ended September 30, 2001 and 2000 


(dollars in thousands) 


FY2001 FY 2000 
Restated 
Revenues on Behalf of the Federal Government 
Mineral Lease Revenue 
Rents and Royalties $9,491,482 $5,758,453 
Offshore Lease Sales 669,840 426,578 
Strategic Petroleum Reserve (Note |4) 61,654 560,521 
Interest Revenue 0 74,659 
Total Mineral Lease Revenue 10,222,976 6,820,211 
Total Custodial Revenue $10,222,976 $6,820,211 
Disposition of Revenue 
Transfers 
Distribution to Department of the Interior 
National Park Service Conservation Funds $1,046,493 $1,049,000 
Bureau of Reclamation 823,929 542,731 
Minerals Management Service (Note 15) 1,157,049 1,731,910 
Bureau of Land Management 7,198 83,842 
Fish and Wildlife Service 1,468 1,781 
Distribution to Other Federal Agencies 
Department of Treasury 6,405,104 4,615,466 
Department of Agriculture 25,410 20,943 
Department of the Commerce 1,105 22 
Department of the Energy 61,654 560,521 
Distribution to Indian Tribes and Agencies 
Indian Tribes and Agencies 107,982 88,021 
Distribution to States and Others 
States and Others 141,388 129,882 
Change in Untransferred Revenue (Note 16) 444,196 (2,003,908) 
Total Disposition of Revenue __ $10,222,976 _ $6,820,211 


The accompanying notes are an integral part of these financial statements. 
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Department of the Interior 
Minerals Management Service 
Consolidated Statement of Changes in Net Position 


For the year ended September 30, 2001 
(dollars in thousands) 


FY 2001 
Unaudited 
Change in Net Position 
Change in Net Position from Entity Operations 

Net Cost of Operations ($1,258,341) ‘ 

Financing Sources Other than Revenue 

Appropnated Capital Used 133,093 

Transfers, Net §,433 

imputed Financing Sources 165,379 

Royalty Exchange Revenue (Note 13) 1,116,629 

EIRF Interest Revenue ss 43,$20 

Changes from Financing Sources Other Than Revenue ; 1,464,054 
Net Results of Operations 205,713 
Change In Net Position from Operations 205,713 
Other Changes in Net Position 

Increase (Decrease) in Unexpended Appropriations (872) 
Total Change In Nei Position 204,841 
Net Position — Beginning of Year 812,242 
Net Position — End of Year $1,017,083 


The accompanying notes are an integral part of these financial statements 
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Department of the Interior 
Minerals Management Service 
Combined Siatement of Budgetary Resources 
For the year ended September 30, 2001 


(dollars on thousamds ) 
FY 2001 
l naudrted 

Budgetary Resources: 
Budgetary Authority $1,189,153 
Unobligated Balances _ Beginning of Fiscal Year 10,229 
Net Transfers Prnor- Year Balance, actual (+/-) 183 
Spending Authonty from Offsetting Collections 405,106 
Adjustments 214! 
Cancellations and Capital Transfers (1,373) 
Total Budgetary Resources $1,624,499 
Status of Budgetary Resources: 
Obligations Incurred $1,609,910 
Unobligated Balances Available 12.666 
Unobligated Balances Not Available 1863 
Total Status of Budgetary Resources $1624.49 
Outlays: 
Obligations Incurred $1) HAS10 
Less: Spending Authority from Offsetting Collections and 

Adjustments (426,247) 
Subtotal 1,183,663 
Obligated Balance, Net - Beginning of Pernod 78,425 
Less: Obligated Balance, Net - End of Pernod (73,373) 
Total Outlays $1,188,715 


The accompanying notes are an untegral part of these fram ial statements 
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Minerals Managemen Sern a4 


Department of the Interior 
Statement of Financing 


For the year ended September W, 2001 
(dev! Lars om tPrcmusareds | 


Obligations and Non Budgetary Resources 
Obb gations Incurred 
Less Offsetteng Collections 
Frnanceng lrmputed for Costs Subwrdies 
Eachange Revenue not on budget 
Approprated Rev enue 
Total Obligations a. adpusted and nom budgetary resources 


Less: Resources That De Not Fund Net C ost of Operations 
Change om ammount of goods. services. and benefits ordered 
bul not yet recerved or provided 
( osts Of Capitalized assets on the balance sheet 
Financ emg sources for unfunded costs 
Other and Prior Pernod 
Total resources that do not fund net cost of operations 


Costs That De Not Require Resources 
Depreci=tim and amortization 
Loss (Garin) on Disposition 
Total costs that do not require resources 


Financeng Sources Yet to be Provided 
Net Cost of Operations 


The ax ccrmpary omg memes are an emmte gral part of Crewe femarn ia! state wrm ret 


bY 2001 


| naudrted 


$1 609.910 
4) 6247) 
14.079 
(1824) 
(68) 
1,346,568 
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MINERALS MANAGEMENT SERVICE 
NOTES TO FINANCIAL STATEMENTS 
SEPTEMBER 30, 2001 and 2000 


Note |.1 Sigmificant Accounting Policies 


4 Raw: of Preventanon 


These frmamcal statements have boon 
prepared to report the financial position net 
cow of aperahoms, changes m net position. 
budgetary resources. and Custadial actrs recs 
of the Moenerals Management Serwe 
(VMS), as rogurred by the Clwef Financial 
Offeers Act of 1990 The fomasme va! 
satememts have been prepared fram the 
accounting records of MMS m accordance 
with accountng prmceples generally 
mocepted mm the Lnmted States of America 
(GAAP) usng gurdance mewed by the 
Federal Accownteng Standards Adv isery 
Beard (FASAB) and the Offxe of 
Management and Budget OMB) 
Sigmficam MMS accounting poblcrcs are 
surmman zed om this mote 


A Reporung t mtity 


The Monerals Managemem Serve was 
created on January 19, 1982, by Secretarial 
Order No. 471, ender authority of Section 2 
of Reorgamzation Plan No. } of 1950 (64 
Sta «1: 262) On May 10, 1982, by 
Secretarial Order No 471, Amondment No 
1, all Outer Contwental Shelf (OCS) leasing 
responsituitees of the Department of the 
imenot were comebdated within MMS 
under Section 2 of Reorgamzation Plan No 


Minerval Managemen Ser nr 


a* 


Sof 1990 Amendment No 2. dated May 
26, 1982. sets forth the hase orgamsatenal 
eracture tor MMS and proveded for the 
tramsict of = admemestratrvc == fumctocem 
Secrctanal Order No. Wi”, dated December 
3, 1982, and Amendment Neo |, daa 
February 7, 1983. provided for the transier 
of royalty amd moenetal rovcnuc management 
fur tees = orm becbomye = cathe tec amd 
distribution performed by the Burcaw of 
Land Managermem. to MMS 


MMS has premcepal roepemetwlty for the 
of twhore prot arn 
management. amd resowre ovabuatom amd 
classifi atron fumctsoms the on ronmental 


review of leasemg actrietes, regulation of 


he aserny heaseny 


planeng functions on OCS lands ip 
adédmion, MMS  recponstle for the 
prevention of fraud and thefi and the 
prom. full, amd complete collecten of 
momes and certamn other forms of royalty 
due te fbederal Government, States, and 
Indian lessors wreak? comtractual agroemorts 
with lessees 


Minerals Revemuc Managernonm (MRM) 


Program, “IMS performs  premarly 
custedial activites that uxbude = the 


PY DO) Anema! Foam cal Regret 


coulecton, dnanbyutan and accounting for 
revenues and assct tramsficts a5 regulated by 
law «= Same operahonal socounteng actry vies 
also performed by MRM Program personne! 
orm bude Mat arc mot bemeted to pron ndemg data 
for fFepartleng = FEXQQUEFCTMETH. =— ers whey 
revenues for beth federal and nom foderal 
foareds Capordemg AP PTOI at corns. 
cMabhisheng accountng pracdurcs and 
rocomcriimg balances with other omtrnes and 
Treasury 


(. Baws of Accomnting 


MMS maimtams as accounting records on 
both an accrual acoownteng bhasers and a 
budgetary accowntemg bases | mder the 
actual methad. revenues are rocogmzed 
when carned and capemses are rocogmsed 
shen mowrred, wrthowt regard to the recep 
oa payment of cash Budgetary accowntong 
tacvivtates comphance wrth legal comstrarnts 
and controls over the use of Federal fumds 


Ceram MMS financeal activites omteract 
arth and depend am the frmamial acts rtres of 
the comtrahvzed management function of the 
Federal Government These actrvitees are 
pertormed for the benefit of the whole 
Federal Govermmem. and molude publy 
dem and employee = reterremem life 
meurame and health benefit programs 
Employee retrremernt hfe omsurame and 
health benefit costs. along ith an assigned 
tomputed) finamceng source for these costs. 
are omcbuded m MMS financial statements 
Public dett actrvetees that are performed for 
the benefit of the Federal Government a a 


Minerval Maenagermew Seren 6 ” 


whole arc mot oxbuded m thew fimanual 
Maho mactits 


D Other | emencomg Seance and Revenec 


The premary fornamcemg sewrces for Miencrals 
Managemom Servnc aperaams come trom 
ts anmual (ongrowecnal appropriation ard 
ts sutherty to feta cortan recepts 
roswitemg fromm its actrvetics These fumes arc 
weed tor eperatemg amd capital capondrturcs 
of MMS Additonal armownts arc ottarnod 
throwgh rownburscrents fer <rvnes 
performed for other federal apomrcs under 


the Loomermy Act 


In addrmen MMS rocened appropriation 
fer apecifx purposes tah as Computer 
aquehem, to carry out tile | secon 
1016, ttle TV. secteom 420) and 4611, tithe 
Vil, and wile Vill, sectem, 829! of the Ont 
Pollumen Act of 19) w carry ou 
provisoms of the Menerals Leasemg Act. to 
pros ide Natronal forest bund payments to 
Mates, amd to provide payments to States 
fromm lamds acquered fer flead camtre! 


navigatron amd albod purposes 


Approge ciicm arc recogmerd as fonam ong 
sources af the terme that the) are weed to pay 
Program = oot = adrmerrstraive CA perses 
Appropratioms cipemded ter « aprtalsed 
property and equmpment arc recogmred as 
eupenses as the assets are comumed m 
CMPET at news 

MMS « authored te retam a porta of the 
fomtal moome collected = 4 pat of the 
custacsal actrvety proveded by the Minerals 


Oe ee Te 


Revonuc Managemen Program to tund a 
PCT at omg couts 


tL. fumd Balance 4th Treevery 


VMS) recepts and dubursoments ac 
pracesed through the Federal Reserve 
Sytem and Ge 1 S Treasury The “Pom 
Ralame eth Treasury 2s chown on the 
Comehdaed Ralamwe Sheet oxtudes the 
unc pended balances of apprepriatecens frown 
shh VVS «©§ sethenived tw mabe 
capendturcs amd pay hate betecs The 
ure gated appropriate fund Malames on 
evpered acownts atc una alaile for new 


catebi gat be wees 


I tecowman Rew crveble 


Accounts recen athe Comerst of  aimeounts 
owed to MMS by other federal ager ves and 
the publx No allow ame  evtablhed fer 
recerv ales due fram federal agemues a 
they are Commdered fully cotben titre 


4 Preperty end | quepment 


Propert) amd equaprment arc \ abueel at 
histers a! costs Pramerty and equaprment arc 
Capitahsed if the emetial ac qursetecw cont rs 
$18 (00) on mere amd the estemated useful 
ble me two years or greater (enc hudeng bite vs 
two years or greater (ex. huchemg emternal wee 
softe arc) tmemal wee sefte are wrth o 
purchase pred ot dev chapment cost of mere 
than $100) 00) 0 Capetahred 


Miner eh Menage mere Seon + ‘ 


(degen cate rs receded wang the att aogte 
heme emctined thane cm wectal bree ramgomg 
fram ‘te 10 years 


bn FY De, MEMES eplomerted Ge Paderal 
Accoumtmg “Maendad te bao! | 
Seffeare SOFAS #10 The mee accouttone 
oom fe VERM oecte te =P 
acouveng vandards amd hae hoon 
captalired§ The seffeare 4a net pel ote 
produx tren wmtel Yi) thes aemertiyatecn 
oa net rooorded mF) De 


WL sahebeters 


(iperateng hatehtees of MVS represent 
aneurts Whely to te pad by WES oe a 
rewwt of tramacteem of cvctts that hav 
thread) acurted Hewett me hatwhtees 
relaemg to MMIS apergeom can the pan 
aeert 4) appropriate —s | satelite tow 
whet an aprepriatoam has met hoon ona tod 
are claewhed as hateles net covered by 
budgetary fosewroes erthewt ary cortaenty 
that an appropriate will he oma tod 


The Departement of | ator (1004 ) adenemsters 
the bederal f mpleryvers ( cmmpomsatean Act 
(FEC A) etuch provides workers 
compensation honefits to bederal crmploveoes 
There are tho types of hatelitives related te 
sorters Compomsastran The unfunded 
amctued 1 1¢ A hatelety represents MMS 

VW erters ( compensation «Lave pasd My the 
[HM ter Warkers ( cenpensateon @ tach 
have net yet boon reemhursed bh) MMS The 
unfunded actuarial 114 A habulety represents 


ee 


am coma of future ecrtocts 
hd ek 


1 tecrwed ( afanded (aawal | cave 


Amounts aseniated erth te payment of 
annual loave ate mxtucd aetule cmpleyoes 
ae comm kee aed. Os acres! 6 
ried «= kas wo taken) 6fah voor te 
halame on the accrued ammua! leave account 
* adested to reflect current pay tates = To 
hk ctor correct a2 fre  ~yeur 
appropriates atc fot ay alate to formar ¢ 
ants ‘cave future fomamceng sownecs «yl! 
Pee wu wered 


Sek lopve aed other types of lemve ae 
copereed a6 taken Secweee Tey ae fon 


vowomg om nature 


J Comengent | cabdenes 


(omtengert hatltees are recorded im the 
axcouttm records sehen am cron 
potentially loadeng to the recogmtren of a 
hatwhety oo protec amd 4 reasnatrle 
chmate of the wepe of the potential 
heatwbety 18 as an latvbe 


A Reurement Plan: 


VMS cmpleyees partcupate mm one of feo 
reremermt cvyeterme Che Creel Sere 


Retwement System (CSRS) of the lederal 
Iopleyees Retrement System «(PE RS) 
teplovees tered proet to January |. 1984 


could chat te sem FERS of comteee to 


Ve eet M enags oe te weit ee 4° 


parttxcepate 1 CSRS Employers heed after 
Decemicr 31. 198) ae sutomatically 
coveted by FERS and exwl curt) WMS 
makos mat henge contrbutram ogual to soon 
percere of haw pay for CSRS complovecs 
PERS offers 2 savengs plan to whch WIVES 
automnatx ally comtributes ome percent of p45 
and makhes any cmployee comtributren up 
1 an addmonal tow percent of pay) fo 
employees on FERS. MMIS also contributes 
the employer s matching share for Social 
Security 


1. lecome Tar 


As an entry of the | 5S Government, MIS 
is creme from all moome tare: emposed hy 
amy govermeng heady ehether ot ms a federal 
Wate, cal, of foreign government. of a 
ewer calth of the | meted States 


Mo twef tl wimare 


The preparaten of fmanceal statements m 
a cordam : ith (AAP requrres 
management to mabe cstematcs ard 
assurmptrcns that affect the ropernod armour 
of asects and hateltees. and duxtoswre of 
Cantongert assets and latulities at the date of 
the fonamial statements and the reported 
amounts of revenues and capenses durrng 


the reporteng permed Actual results may 
difter fromm these ¢ 4emates 


\. New Postion 
‘et pfowthen comwets of uncaponded 
ATT GH) al ores « wrrvelatis « rewelts ont 


7 JP) Ae! F cee ce! Pepe « 


aper ateors aud reurntod cyuity 
l neapendod 
availamic and unavailatic | unothigatod 


hulamcs 2s ecll as unmdelvcted oarvdets 


APPT Opn aloo ite bude 


( umulatrvc results of aperatrom ox bude thx 
difference Detecen re venucs ad cip)enscs 
the act ammownt of transiers of aeects mm and 
out withowt rormbursemenm and donation 


iall of these orc bode halamwcs some thx 


mocphan of the fund) Reviraxted ogwits 
Comprises of thn halara « : thx 
t mv cronmettal berger ons crmetet aru! 
Reworsson bund As of Soptcmmmr VI OF) 
and Scnember ©) DF) tere we m 


cstumated obligatiom relatcd to camctod 


APPT CMT at news 


Note | 2 Sognificant Accounting Policoes Relateng to the Mincrals Revenuc 


Management (MRM) Program 
4 UR fF mmancing Sources and Revrners 


VRM cofleets and mworwes for homers 
roms royalves and other recess from 
bederal (so crmment and tndian leases and 
duvrihutes all praceeds to the I reasury 
other tederal Agemres “States indian 
Irnites amd indian Allotioss m acordanme 
eth hegrslated alhem strom formmelas 


in TY 2). the aoounteng polxy eas 
changed te reclassify refermds and of 
revenues mot Relongemg te the federal 
(anerwmenm fram (Collateams ter (Mthers 
collated amdear accrued) to ( entra 
Revenues to more accurately acount for the 
Cuttieadke revenucs and to tack offsctteng 
di srr sey cevds 


He alt, om hind (MID) Program 


The federal Comernment ender the 
pro reece of the Momerval | ames | casemg Ac! 
of 1920 and the Outer Contmental Shell 
Lats Act ((0SLA) of 195). onay take part 
oo a of ts of and gas toyelees mw tend ta 
voburme of the Cormemmendrty ) as capypesed bo on 
value (cash) “IMS may cother transier the 
volume of col of gas commend) taken 
hend to Pederal agemeees for eternal wee 
set! the Comnemendet) om the apen marbet a 
fart marbet value to gemetate rev ere 
Revenues recevved fram the sake of reryalt 


Mawr et Venagemew Seren + \ 


onl ot gas om these frnam ial statcrmenits arc 
referred to as royalties 


MRM assests the adrmemeets com 6 mietiatrs « 
to fell the Strategx Petrotewm Reserve 
VMS wansiers t© the Department of te 
tmergy roel) of taken @ ted fom 
bederal leases om the Golf of VMewwo 
Durng FY 27). ech actresty ocurred @ 
(kteher «(through «= Deecermher — testator 
approvematel) 24 millon harrets An 
whative to contenu Thre actrvety has hoon 
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Congress to certain other agencies, as 
provided by the law. This investment was 
funded in FY 2000 by the settlement of the 
boundary dispute with the State of Alaska. 


Custodial Investments 


Section 7 of the Outer Continental Shelf 
(OCS) Lands Act allows for receipts from 
OCS leases having boundary disputes to be 
invested in Federal Government securities. 
During FY 2000, the U.S. Supreme Court 
issuing a Final Decree in this litigation 
resolved a long-standing boundary dispute 
with the State of Alaska, dating back to 
1979. The investment was redeemed and 
the full balance of principal and interest was 
disbursed during FY 2000. Part of the 
principal and interest was transferred to the 
EIRF fund for investment. Therefore, there 


were no Section 7 investments in FY 2001. 


MMS 1s also required by regulation to invest 
the 1/5 OCS bid amounts from the apparent 
high bidders for all OCS lease sales. Should 
any of the apparent high bids be later 
rejected, the 1/5 bid and actual interest 
earned are returned to the bidder. The 
interest carned on accepted bids reverts to 


the Treasury when the bids are accepted 


F. Liabilities 


MRM liabilities include custodial liabilities, 
deposit liabilities, and other accrued 
habilities. Custodial liabilities represent 
amounts owed to royalty recipients (the 


Public or Federal Agencies) and offset 


Mincrals Management Service 


custodial assets. Deposit Liabilities include 
rece:pts for bonuses that are pending award 
or refund and non-federal revenues collected 
on behalf of the States. Other Accrued 
Liabilities include payments due to the 
States for feceral revenues that will be 
funded from future revenues appropriated 
for this purpose. 


Liabilities for which an appropriation has 
not been enacted are classified as liabilities 
not covered by budgetary resources, with 
any certainty that the appropriation will be 
enacted. 


G. Other Accrued Liabilities 


MMS makes payments to States according 
to the Mineral Lands Leasing Act of 1920, 
30 USC 191 as amended, the Federal Oil 
and Gas Royalty Management Act of 1982 
(PL 97-451, 96 Stat. 2447, 30 USC 1701), 
and PL 99-272 

from the 1986 OCS Lands Act amendments 
of 1985. The habilities to States for accrued 
minerals revenue is shown as unfunded 
because budgetary resources, which are 
authorized by the act as permanent indefinite 
appropnations, are based on _ actual 
collections (appropriated revenues). In FY 
2001, the accrued unfunded liabilities 
associated with the accrual of expenses for 
the payments to the States are reported on 
the Balance Sheet 


FY 2000 statements have been restated to 


reflect this change im accounting and 


reporting presentation 
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Note 2. Fund Balance with Treasury 


A summary of the fund balance with treasury by fund type is listed below. The appropriated 
funds consist of funds for the operation of MMS such as salaries and expenses, and computer 
acquisition. The Restricted Appropriated Funds represent the unobligated, unavailable balances 
in the annual and/or multi-year appropriations that were expired at the end of the fiscal year. The 
trust funds consist of oil spill liability funds. The custodial funds represent royalty collections 
received by MMS and held as custodian, until disbursed to recipients. Refer to Footnote 1.2A for 
information on the EIRF funds. Also, refer to Footnote 1.2C for change in accounting for certain 


undistributed custodial clearing account fund balances at year-end. 


As of September 30, 2001 


(in thousands) 
Unobligated Less: | 
Fund Balances Obligated Available Restricted Invested Total 
Appropriated Funds $69,163. $11,684 $1863) § 0 $82,710 
"Trust Funds 4,109 1,083 0 0 5,192 | 
" Special Expenditure Funds (EIRF) 0 0; 948,850] 948,850 0 
"Custodial Funds 0 0 28,410 28,410 0) 
Total Fund Balance with Treasury | $73,272 $12,767 | $979,123] $977,260} $87,902 
As of September 30, 2000 
Restated 
Unaudited 
(in thousands) 
Unobligated Less: 
Fund Balances Obligated Available Restricted Invested Total 
~ Appropriated Funds $72,582 $9,019 $ i3l7)| $ oO $82,918 
“Trust Funds — T s.715 | 21 | 0) 0] 5,736 
| Special Expenditure Funds (EIRF) a Oo 0} 905,330) 905,329 | 1 | 
Custodial Funds 0 0 23,205; = 23,205 | 0 
' Total Fund Balance with Treasury | $78,297 $9,040 | $929,852 | $928,534] $88,655 | 
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Note 3. Investments 


Investments consist of non-marketable, market-based Treasury securities that are not traded on 
any securities exchange but mirror the prices of marketable securities with similar terms. The 
amortized value of the marketable securities approximates the market value of the securities. 
MMS has two categories of investments that are disclosed in the table below and further 
discussed in Footnote 1.2E. 


As of September 30, 2001 


(in thousands) 
Unamortized | 
Amortization Discount Investments | 
Description Par Value Method (Premium) Net | 
_ Non-Marketable market-based Treasury Securities | 
| Restricted | $961,779 | Staight-Line | ($12,929) $948,850 | 
| Custodial | 28.451 | Straight-Line | (41) | 28.410 
Total Treasury Securities | $990,230 | | ($1,970) | $977,260 | 
As of Septernber 30, 2000 
Unaudited 
(in thousands) 
| | | Unamortized 
Amortization Discount Investments 
De cription Par Value | Method (Premium) Net 
_ Non-Marketable market-based Treasury Securities 
Restricted $905,023 | Straight-Line | $306 | $905,329 | 
Custodial 23,198 | Straight-Line 7) «23,205 | 
Total Treasury Securities | $928,221 | $313] $928,534" 
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Note 4. Accounts Receivable 


The following table segregates the accounts receivable balances between the Mincrals 
Management Service's administrative and Mincrals Revenue Management directorates custodial 
receivables. Accounts receivable relating to gencral operations of the bureau consist primarily 
of amounts due to MMS from other agencies in connection with vanous interagency agreements, 


and refunds due from MMS vendors and/or employees. Interest receivables are included as part 
of the custodial receivables in the amount of $155 million and $332 millon as of September 3), 
2001 and September 30, 2000, respectively. Refer to Footnote 1.2C for information on Custodial 
Receivables from Federal Agencies. 
Net Accounts Receivable duc to MMS 
As of September 30, 
(in thousands) 
Accounts Receivable 2001 2000 
Restated 
Unaudited 
Due From Public Federal Public Federal 
Agencies Agencies 

Custodial $1,491,118 $ 66.783 $ 1.140.920 $65. 784 

Allowance for Doubtful Accounts (270.281) (297 288) 

Net Custodial Receivables $1,220,837 $ 66,783 $ 843.632 $65,784 

Receivables for States $ 238311 0 $ 171,321 0 

Operating, Billed 173 0 143 10 

Operating, U nbilled if 35.176 353 24,533 

Net Operating Receivables $ 173 $ 35,176 $ 4% $24,543 

Net Receivables $1,459,321 $101,959 $1,015,449 $90,327 

Total Accounts Receivable, Net $1,561,280 $1,105,776 
Minerals Management Service = iiti(‘i‘isésSST«C*W FY 2001 Annual Financial Report 


Note 5. Property and Equipment 


MMS property and equipment categones, wrth corresponding accumulated depreciation. arc 
shown in the table below The Internal Use Software added this year «as not put into production 
until FY 2002. Therefore, no amortization has been accumulated. Depreciation expense for the 
year amounted to approximately $8 4 millon Included m this amount 1s $4.6 millon, which 
represemts the cumulative effect of changing the estumated useful lives of MMS property and 


equipment to the IRS userul life classification 


Property and t quepment 
Year Ended September §0. 200! 
(on thowsands ) 

| Description 30,2000 | Additions | Disposals | 30,2001 — 

Unaudited | Unaudited | Unaudited | 
bt quipment and \ chictes $19,854 $ 4576 ($2,299) $22.00 
| Internal ( se Softw are in Development 
| 22.219 22.219 | 
Less: Accumulated Depreciation (8,445) (8,353) 1426 (15,272) | 
| Net Book Value $11,409) SI8441 |) = (S 873) $28,977 
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Note 6. Liabilities 


Liatibtes shown below mnchude all hatibtecs. both funded and unfunded. that are duc to the 
Pubisc and other Federal Entives Funded habilies arc hatiltcs covered by budgetary 
resources, hhewise, unfunded habibrtics are hatibtics not covered by budgetary resources The 
sigmficant imercase in Custodial abilities resulted from the change om the year ond accrual 
process. The only non-current habulitecs are the FEC A Actuarnal Liabilities and an cstemated 
$460 millon of FY 2000 custodial habiliies «hich inchudes deferred bonuses for soled muncral 
leases 

PLNDED AND UNPLUNMAD LIABILITIES 


As of Sepaeminer 
(of them sarnds | 
2000 
Description 2001 Restated 
| nawdstee 
| sabeletes ( ev ered by Budgetary Resources 
Accounts Payable $54,285 $33,075 
Accrued Payroll and Benefits 7, 7a2 "4k 
* Advances from Others 2,028 1,95) 
*Deterred Rev enue 21 a) 
Total Liabilities ( overed by Budgetary 
Resources $64,322 S44 dhe 
Lratublties Not (Covered by Budgetary Resour. es 
Other Accrued Liabilities States (reference 236311 170321 
Note 1.2.6) 
Contingent Liabilines (reference \ote &) 0 156. S00 
Accrued | nfunded Annual Leave 10,526 ™ 
| nfunded Accrued FECA 1 | Maa 
Unfunded Actuarial FECA 7502 S.on9 
Total Liabilities Not ( overed by Budgetary 
Resources $258.099 S$ MS.04) 
( us odia! | sabilites $1,287 621 swe 416 
*Deposit Liabilines 28,410 23,205 
Total | sabelities $1 638.452 $1.322,147 


Note Total * equal Deferred Revenues and Deport Liabilities 


Revenue 1s considered deferred until 1 1s carned Federal Agency deferred revenue represents 
advances from Federal agencies for anticipated obligations Public deferred revenue primary 
consists of bond forfeiture collections MMS 1s authonzed to use forfeited bonds of an Outer 
Continental Shelf lessee who did not fulfill the requirements of the lease The funds are to be 
used to cover the cost of improvement, protection, or rehabilitation work arising from the 


forfeiture 
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Note 7. Operating Leases 


MIMS has several General Son woos Admemetration (GSA) lease agrooments tor office 

space The beases are subyoct to anpropnatiom hocameng a alablc and havc a | H-day 
camcilanen clause The table below shows the future payments cipected for these GSA 
lease agroemnemts MMS also has sarme wal! oguapment beases for Copects that arc mew 

dim hosed 


6 tere Pay wren. | hue 


As ot Segeeminey ) em | 


Com Oremenareds | 

Opper etong | cases 

biecal Veer C84 Spece | cases 

ry ‘ ” 
’y sa™ 
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'\ fe 
After * \ care j -* 
Total Future Lease Payments $29 nee 


Note &. Contingent Liabilities 


MMS. along «rth other | ederal agencies. have boen named mm two ponding breach of 
contract law suits with lessees of certamn on! and gas leases adrmermstcrad by MMS The 
cases are in the discovery phase MIMS and the other boderal agencies untend to contest 
the cases \igorowsly However, if ability 1s fownd, legal counsel beheves that there is 4 
reasonable possibility of an untayorablc outcome of $900 milion up to $2 tilhon ft rs 
legal counsel © Cprmeon that the Department of Justice Judgment fund «ill fund ary 
amounts duc under these pending Law suits 


The FY 200 comtungemt habulity of $156 mulhon was pard by the Department of Justice 
judgment Fund mF Y 2001 Therefore, 2. further drecussed m Note 1), om FY 2001, the 
PY 2000 unfunded capense and conten ont hatilites were reversed and an emputed 
expense and umputed fimanceng « sce rocorded 


MMS has a number of other clarms and law suits pending against tin the opemon of 
management and the Office of the Solicrtor, Department of the Intenor, the resoluton of 
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these <lasms and Lee surts oll met matcrially affc.t MMS 6 fenaial poston oF 
aperabom Therefore mo pro recm for these «lasm and Low sets has Boon made om the 
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Note 9 “-t Posrton 


The unc pended apprapnations Comes! of unathigasted tumds and umdetis crod orders on 
fumds that have been appropriated from Treasury + (soncral bund As alate unohhi gated 


furds um bude furds that are a. alae for new abbigatiom om unci pred appropriation as 
of the ond of the roparteng pened | nay alahle ure ligated fumds arc amounts 
appropriated to MMS that have capered | adel cred orders represemt amounts 

dew gnated for payment of goods and serv nes ordered bul not recen od 


The ( umwlatrve Reswits of Operations summanves (|) the net results of rev enwcs over 
capenses as a result of mermal aperateums om apecial capemdcturc and roermhursatlc fwrds 
and (2) nfunded capemses resultong fromm cstemated futurc atilrtes The Rostra ted 
quit) 1s the net posetian of the bin crommental lepro cment and Restoration | wnd 


Net Peoset econ 
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Note 10. Payments to States 


in proce wears the drstrvbytion of b oderal rex capes to state gov crmments © as recorded hy 
MMS wseng the same made! as drtributicmn to bodes! agemoes ¢ g the dretrtuticm to 
the States were cssettially recorded as a tramict to the pubix as ( oflectsams for (Others 
Thes actry ty eas repared only an the Statement of ( ustadial Actrvety The drstributon 
's atually tramsferred to an MMS permanent indcfemete apprapriatoon that rogueres 
expenditure of such fumds to the Sigtes tn FY 0)! the Sagterment of Net ( ost reflects 
the capomscs for “he payments to the Mates The 1) 208) fomarcial statorments «or 
revtated to omplomert thes change om formar ial slatemmett reprartome 


Note ||. Program (€ osts 


Program costs are preserted on the table hehe by) major category of capenses segregated 
hy funded and unfumded budgetary resource av arlatelety Budgetary reser es fumdemy 
capenses are denved fram appropriation hoth « aramted and from revenus and trom 
rowmbursate revemuns carmed from other (so ernment agemses under the fi omemy Act 
The wnfurtod capemecs wil! he disbursed pomdong future furaborg of Pedpetary rower es 
om asm the Case of dopreciatron the Caprtalized property «as tumded at the tome of 

a quisitocn The seg fac amt om tease on the depres iatean capense resulted trom a harp 
mi am cowntomg foley that smplormentod the IRS useful bite «lassifx steam The Payments to 
Mates $1 (7'S0 milan. and the Accrued | sponses to States, $6" muthom equate to the 
total Payments to States. $!.1 17 muthon reflected on the Staternermt of Net (ont Ax 

drm ussed on Note & the Future | unded | apemses represents af Y 68) Contenger 
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Note |) Revyalty Lachange Revenecs 


be PV 2) the royalty enc tanger rev omues that are Grstriteted to federal agem ses are 
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Note 14 Transfers of Royalty On! to Department of Energy 
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Department of the Interior 
Minerals Managemen “ervice 
Consolidating Balance Sheet 
As of September 30, 2091 
(dollars m thowsarads | 


Shared 
Operations Services ( ustedial Environmental FY 2001 
ASSETS 
Cash and Investments 
Admumstrative Fund Balance $87,958 ($6) SO SO $87,902 
Fund Balance with Treasury a7.958 (56) 0 0 87.90) 
Im estments 
Custodial Treasury Securities 0 0) 28.410 28.410 
Restricted Treasury Securities 0 iD 0 948 550) 948.850 
I otal Investments 0 0 ys 410 948 450 977.260 
Total ( ash and Investments 87.958 (56) 28.410 945, SSO) 1.065.162 
Accounts and Interest Receivable 
Custodial duc from the Public. Net 0 0) 1220827 0) 1.220.837 
Adrmumstrative duc from the Public. Net 238,479 s 0 0) 248.484 
( ustodial duc from Treasury 0 () 66.782 0) 66.783 
Accy umts Recernvable  U nbulled 
‘v\drmumstrative due from Federal Agencies 3] 18.145 0) 0) 35.176 
Total Accounts Receis able. Net 238.510 $150 1.287.620 () 1.561.280 
Iravel Advances 116 () () 0) 116 
Property and Equipment 
Net of Accumulated Depreciation 24.977 ) 0 LL 28.977 
TOTAL ASSETS $355.56] $15,094 $1.716.0%0 S948. KSO $2.655,535 


= a 


See Independent Auditor's Report 
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Department of the Interior 
Minerals Management Service 
Consolidating Balance Sheet 
As of September 30, 2001 


(dollars in thousands) 


Shared 
Operations Services Custodial Environmental FY2001 
LIABILITES AND NET POSITION 
Liabilities 
Accounts Payabie 
Admunistrative, due to the Public $16,452 $34,323 $0 $0 $50,775 
Custodial, due to Federal Agencies 0 0 1,287,621 0 1.287.621 
Admumistrative, due to Federal Agencies 3,504 6 0 0 3.510 
Accrued Payroll and Benefits 
Due to the Public 6.445 99 0 0) 6,544 
Due to Federal Agencies 1,229 19 0 0 1,248 
Deferred Revenue and Deposit Liabilities 
Received for the Public 1.000 0 28.409 0) 29.409 
Received from Federal Agencies $99 647 0 0 1,246 
Accrued Unfunded Annual Leave and Benefits: 
Due to the Public 10.526 0 0 0) 10,526 
Due to Federal Agencies 1.760 0 0 0 1,760 
Actuarial Liabilities 7,502 0 0 0 7.502 
Estimated Future Liabilities 238,311 0- oO | 0” 238.311 
TOTAL LIABILITIES _ 287,328 35.094 1.316.030 _ 0 1,638,452 
Net Position 
L'nexpended Appropriations 8.434 0) 0) () 8.434 
Cumulative Results of Operations $9,799 0) 0 0) 59.799 
Restricted Equity - EIRF oO 0 9 948 850 — 948.850 
Total Net Position 68.233 0) 0 948.850 1.017.083 
TOTAL LIABILITIES AND NET POSITION $355.56] $35,094 $1,316,030 $948. 850 $2,655,535 


See Independent Auditor's Report 
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FY 2001 Annual Financral Report 


Minerals Revenue Management 
(stoss ( ost 
Payments to States 
Larned Revenue 
Net Cost 


Offshore Minerals Management 
(sross ( ost 


Larned Revenue 
Net Cost 


Franchise Fund 


(sross ( ost 
| arned Rev cnuc 
Net Cost 


Totals 


(;ross ( ost 
Larned Revenue 
Net Cost of Operations 


Department of the Interior 
Minerals Management Service 


Consolidating Statement of Net Cost 
For the year ended September 30, 2001 


(dollars in thousands} 


Operations Shared Services FY 2001 
t naudited l naudited | naudsed 
$70,256 $0 376.256 
1.116.679 \) 1.116.629 
25.041 0) 245.041 
1.161.844 i) 1.161 844 
189.139 () 189.139 
9) 286 0 92.286 

96 RSA () 96.853 

0) 2346.09 234.077 

0 234.43 234.433 

0 (356) (356) 
1.376.024 234.077 1.611.101 
117,327 235.433 352.760 
$1,258. 647 ($356) $1,258,341 


See Independent Auditor s Report 


Mincrals Management Service 


) 


FY 2001 Annual Financial Report 


Department of the Inicrior 
Minerals Management Service 
( onsolidating Mtatemest of ( hanges in Net Position 
bor the sear ended September W. 2001 


( devilars om the ewer! 


Operatiem Shared Services ms er omer mt a! +) 200) 
| nowdecd | nowdeed | nowdac d | nawdacd 
( hange in Net Postion 
{ hange mm Net Powtron from b atity Operations 
Net ost of (iret atecnrr ‘5 ss W 5 ‘ vy ‘st. 24M) 
Financing Sources Other than Revenue 
Appropriated ( apetal | sed 449 “t) 1tieet 
lramfers “et ‘4 () ) SA} 
lmputed f mam nny Seman « ¥ ") " 1eS179 
Rovalty | xc hanec Re ria 6629 y 1.tieele 
LIRE Interest Rev cr ‘) 0 . 43.420 
( hanges from bimanceng Sources Other than Revenue | 420 890 “t) » 1 464.0% 
Net Results of Operations 42.19 ( 4i4n 2es.713 
( hange In Net Position from Operations 162.19 es. 204.173 
(ther ( hanges in Net Position 
in ‘cau ith cau) | LT a rbed pp opt iation Lee {) ‘} (a°72; 
lotal ( hange In Net Position 161.421 ) 43.420 204.841 
Net Postion Beginning of V car (9% (RR) nr B12.242 
Net Position — tad of Vear Soa 2 ”) pen AM $1017 08} 
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Entity-wide Security Program: The MMS secuaty plan did not contain al! of the information required 
by OMB Circular A-130, Appendix Ill. Specifically, MMS did not: 


e Perform an adequate risk assessment -f the Advanced Budget Accounting Control and Information 
System (ABACIS) 


e Obtain approval for the ABACIS security plan 

¢ Document, implement, and update appropriate security policies 

e Establish and document a bureau-wide policy for securnty-related personnel actions 
e Develop an entity-wide security awareness training program 


Access Controls: MMS did not have adequate controls to limit or detect access to information systems to 
protect against unauthomzed modification, loss, and disclosure of data. We noted that MMS had 
weaknesses 1n: 


e Review and timely deactivation of physical access 

e T:mely removal of terminated and temporary access to information systems 
e Application security software 

e Granting and deleting dial-up access pnvileges 

e Password administration 

e Network security 


System Software Controls: MMS did not establish controls to monitor operating system activities and 
operating system security parameters have not been set for effective logging of user activity 


Service Continuity: MMS had not -onducted recent tests of its contingency plans to minimize the nsk of 
unplanned interruptions and to mimimize the risk of recovery of cntical operations to protect data should 
interruptions occur. 


Recommendation 


MMS should improve controls over information technology systems to ensure adequate security and 
protection of information resources. MMS shouid test contingency plans annually and analyze the results 
once testing has been conducted. 


Management Response 


Entity-wide Security Program: The MMS concurs with the finding and recommendation. We wil 
revise the secunty plan to fully comply with OMB Circular A-130, Appendix II], by June 30, 2002 
Additionally, we will contract to have an independent risk assessment of ABACIS completed by June 30. 
2002. 


Access Controls and System Software Controls: The MMS concurs with the finding and 
recommendation. We have developed a project schedule to address cach of the noted deficiencies to 
permit full compliance by June 30, 2002. Additionally, we installed on the Hewlett Packard min- 
computer on December 17, 2001, a finer grain access control software package that limus failed login 
attempts 


Service Continuity: The MMS concurs with the finding and recommendation. We have developed 
milestones to test and analyze all applicable contingency plans (HP COOP Mutual Aid Agreement. LAN 
COOP. and Atrim Building COOP) by August 30, 2002 


7’] 


Condition 


At the conclusion of the fiscal 2000 audn. the OIG issued a reportable condition related to certain 
deficsencies in MMS's_ processes for making year-end accruals for both accounts payable and unbilled 
accounts receivable. During the fiscal 2001 audit. we noted that management established and implemented 
new policies and procedures to facilitate the preparation of year-end accruals for accounts payable and 
accounts receivable. However. we also identified numerous over and under accruals of accounts payable 
anc unbilled accounts receivable as a result of analysts not appropriately implementing MMS's new 
poicies and procedures 


Recommendation 


We recommend that MMS provide additional tramming to analysts responsible for preparing year-end 
accruals and strengthen supervisory review controls 


Mana t se 


The MMS acknowledges that additiorel effort 1s required to ensure that sufficient accruals are recorded for 
accounts payable and accounts receivable at year-end. We will host an audit lessons learned training 
session to address the deficiencies and will also institute an internal control review process to ensure that 
program offices are following the established guidelines. The lessons learned session 1s scheduled for mid- 


spring 2002 


A summary of the status of pnor year reportable conditions can be found at Exhibit |. We also noted other 
matters imvolvng internal control over financial reporting and its operation that we have reported to the 
management of MMS ir = separate letter dated January 9. 2002 


COMPLIANCE WITH LAWS AND REGULATIONS 


The results of our tests of compliance with the laws and regulations descnbed in the Responsibilities section of 
this report disclosec mstances of noncompliance with the following laws and regulations that are required to be 
reported under Government Auditing Standards and OMB Bulletin No. 01-02 


Prompt Payment Act 


We identified six invoices totaling approximately $2.6 million in our test sample of 198 payments to vendors 
which were paid after the allowable ume penod under the Prompt Payment Act and the payments did not include 
interest as required by the Act 


Management Response 


The MMS concurs with the finding and recommendation. We will implement additional internal contro! 
procedures and provide additional training to the Procurement staffs to ensure that invoices are received timely im 
accordance with the Prompt Payment Act. Traming and procedures will be developed by June 4), 2002 


FFEMIA 
The results of our tests of FFMIA disclosed mstances, descnbed below, where MM'.'s financial management 


systems did not substantially comply with the Federal financial management systems requirements and the US 
Standard General Ledger at the transaction level 


© Federal Financial Management Systems Requirements 


As previously discussed in the Internal Control Over Financial Reporting section of this report, MMS did not 
have adequate information security policies and procedures to meet the Federal financial management system 
requirements of FFMILA 


Management Response 


The MMS concurs with the finding and recommendation. System-specific policies will be developed and 
implemented to improve the authentication process and to minimize network security msks. These policies 
will be published by June 30, 2002 


e L. ; | a Level 


MMS accounts for its Minerals Revenue Management (MRM) activities using the Auditing and Financia! 
System (AFS). The AFS system does not account for transactions using the US. Standard General Ledger at 
the transaction level. Consequently. 1t 1s not FFMLA compliant. 


Management Response 


The MMS concurs with the finding and recomzaendation. The new MRM system will account for 
transactions using the U.S. Standard General Ledger. This new system was brought on-line November |. 
2001. On December 6, 2001. the U.S. Distnct Court issued an order that required the Department of the 
Internnor to disconnect from the Internet all «ystems that may have Indian Trust related data. This order 
effectively shut-down the new MRM system for processing and producing reports. As an intenm measure. 
MRM has processed payments to state governments for December 2001 and January 2002 based on a 
percentage of the three month average of the three preceding months. and has forwarded to the Office of 
Trust Funds Management. using SF-1081s. those amounts applicable to Tribal Trust and Individual Indian 
Momies accounts based on collection recerpt and advice from the payors 


The results of our tests disclosed no imstances in which MMS's financial management systems did not 
substantially comply with the Federal accounting standards 


KESPONSIBILITIES 


Management 5 Responsibility 


The Government Management Reform Act (GMRA) of 1°44 requires federal agency's to ‘eport annually to 
Congress on its financial status and any other miformation needed to fairly present its financial position and 
results of operations. To meet the GMRA reporting requirements. MMS prepares annual financial statements 


Management 1s responsible for 


© Preparing the financial statements in conformity with accounting principles generally accepted im ive 
United States of America. 


© Establishing and marmtaiming internal controls over financial reporting and performan¢ measures. and 
© Complying with law: and regulations. including FF MIA 


In fulfilling this responsitilit, estemates and judgments by management are required to assess the expected 
benelits and related costs of internal control policies 


// 


997A 
Auditors’ Responsibility 


Our responsibility 1s to express an opinion on MMS's consolidated balance sheet as of September 30, 2001, and 
the statement of custodial activity for the year then ended. based on our audit. We conducted our audit in 
accordance with auditing standards generally accepted in the United States of America, the standards applicable 
to financial audits contained in Government Auditing Standards. issued by the Comptroller General of the United 
States. and OMB Bulletin No. 01-02. Those standards and OMB Bulletin No. 01-02 require that we plan and 
perform the audit to obtain reasonable assurance about whether the consolidated balance sheet and statement of 
custodial activity are free of material misstatement. 


An audit includes 


e Examining. on a test basis, evidence supporting the amounts and disclosures relating to the 
consolidated balance sheet and statement of custodial activity: 

e Assessing the accounting principles used and significant estimates made by management: and 
Evaluating the overall] consolidated balance sheet and statement of custod:al activity presentation. 


We believe that our audit provides a reasonable basis for our opinion. 


in planning and performing our audit. we considered MMS’s internal contro! over financial reporting by 
obtaining an understanding of MMS's internal control, determining whether internal controls had been placed in 
operation, assessing contro! msk. and performing tests of controls in order to determine our auditing procedures 
for the purpose of expressing our opimon on the consolidated balance sheet and statement of custodial activity. 
We limited our interna! control testing to those controls necessary to achieve the objectives descnbed in OMB 
Bulletin No. 01-02 and Government Auditing Standards. We did not test all internal controls relevant to 
operating objectives as broadly defined by the Federal Managers’ Financial Integrity Act of 1982. The objective 
of our audit was not to provide assurance on internal controls over financial reporting. Consequently. we do not 
provide an opinion on internal control over financial reporting. 


\s required by OMB Bulletin No. 01-02. with respect to mternal control related to performance measures 
determined by mansgement to be key and reported in the Management Discussion and Analysis, we obtained an 
understanding of the ¢& sign of significant internal controls relating to the existence and completeness assertions. 
Our procedures “ere not designed to provide assurance on internal control over performance measures and, 
accordingly. we do not provide an opimion on such controls. 


\s part of obtaining reasonable assurance about whether MMS’s fiscal year 2001 consolidated balance sheet and 
statement of custodial activity are free of material misstatement, we performed tests of MMS’s compliance with 
certain provisions of laws and regulations. noncompl.ance with which could have a direct and matenal effect on 
the determination of consolidated balance sheet and statement of custodial activity amounts, and certain 
provisions of other laws and regulations specified in OMB Bulletin No. 01-02, including certain provisions 
referred to in FFMIA. We limited our tests of compliance to the provisions descnbed in the preceding sentence, 
and we did not test compliance with all laws and regulations applicable to MMS. Providing an opinion on 
comphance with laws and regulations was not an objective of cur audrt, and, accordingly. we do not express such 
an opimon 


l'nder FFMIA, we are required to report whether MMS's financial management systems substantially comply 
with (1) Federal financial management systems requirements. (2) applicable Federal accounting standards, and 
(3) the United States Government Standard General Ledger at the transaction level. To mect this requirement, 
we performed tests of compliance with FFMIA section 80a) requirements 
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DISTRIBUTION 


This report 1s intended for the information and use of MMS‘s management. the Department of the Internor s 
Office of the Inspector General. OMB. and the U.S. Congress and 1s not intended tc be. and should not be. used 
by anyone other than these specified partie: 


KPMG LIP 


January 9, 2002 


Minerals Management Service 
Status of Pnor Year Reportable Conditions 
Year ended September 30, 2001 


Exhibit I 


Comment | | Condition | 

Ne Comment | Status _- Repeated 

| in FY 2001 

a | ] > 
00-4 MMS needs improved | Substantial progress was noted No | 

| | controls over financial | and this issue 1s no longer 

| data throughout the considered to be a reportable 

| | year | condition | 

, 7 f : 
00-B | MMS needs improved | Substantial progress was noted No 


| controls over financial | and this issue 1s no longer 
systems and reporting. | considered to be a reportable 


| _ | condition 
| T 
00-C | MMS needs improved | Substantial progress was noted No | 
controls over Fund _| and this issue is no longer | 
Balance with considered to be a reportable | | 
| Treasury | condition j 
00-D MMS needs improved | Substantsal progress was noted No 
controls over and this issue 1s no longer | 
capitalized property —_| considered to be a reportable | | 
q | and equipment | condition | | 
7 T | T | 
00-F MMS needs improved | Substantial progress was noted | No | 
controls over and this issuc 15 no longer | | 
budgetary accounts considered to be a reportable | | 
| _ | condition | | 
(M\-F VUMS needs improved | Progress was noted However. Ves. | 
controls over fiscal still considered to be a No. 2001-02 | 
- | year end accruals _| reportable condition | _ 
OO-C, VMS needs improved | Substantial progress was noted No 
controls over and this issuc 1s no longer 
reimbursable considered to be a rep table 
__etpenses —__| condition a ee — 
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Exhibit 1. Continued 


Minerals Management Service 
Status of Pnor Year Reportabie Conditions 
Year ended September 30, 200! 


Comment | | Condition — 
No. Comment Status ‘Repeated 
q 4 | in FY 2001 J 
00-H =| MMS needs improved | CFO Act: | No : 
| controls over | Substantial progress was noted | 
| _ compliance with laws | | 
and regulations Prompt Payment Act: | Yes 
| _ We noted 6 instances of non- 
compliance in our sample of 1958 | 
| vendor disbursements 
_FFMIA: Yes 


) Non-compliance with Federal! 
| Financial Mgt. System 
_ Requirements and SGI 
| requirements noted | 


Attachment 2 


United States Department of the Interior 


Office of Inspector General 


Washington. D.C 20240 


Independent Auditors’ Report 


lo Director. Minerals Management Service 
Subject! Minerals Management Service's Financial Statements for Fiscal Year 2000 


We have audited the Minerals Management Service's (MMS) statement of 
custodial activity and related notes. The objective of u:w audit was to express an opinion 
on the fair presentation of the statement of custodial activity. This financial statement is 
the responsibility of the MMS. and our responsibility 1s to express an opinion, based on 
our audit. on this financial statement 


We conducted our audit in accordanc< with the auditing standards generally 
accepted in the United States of America: te standards for financial audits contained in 
Government Auditing Standards. sued by the Comptroller General of the L nited States. 
and with Office of Management and Budget (OMB) Bulletin No. 0' -02. Audit 
Requirements for Federal financial Statements. (hese standards and OMB Bulletin No 
01-02 require that we plan and perform our audit to obtain reasonable assurance as to 
whether the accompany ing statement of custodial activity 1s free of material 
misstatement. An audit includ<s examining. on a test basis. evidence supporting the 
amounts and disclosures contained in the statement of custodial activity and the 
accompany ing notes. An audit alse includes assessing the accounting principles used and 
the significant estimates made by management. as well as evaluating the overail 
presentation of the statemeit of custodial activity. We believe that our audit of the 
statement of custodial activity provides a reasonabic basis for our opinion 


In our opimon, the statement of custodial activity referred to above presents taizly 
in all material respects, the custodial activity of MMS for the year ended September 30), 
2000, in conformity with accounting principles generally accepted in the  nited States of 
America 


As discussed in noves | 2C and D to inc tinancial statements MMS restated its 
statement of custodial activity for accruals and for a change in accounting related to 
undistributed custodial fund balances. In addition, as discussed in note 10 to the financial 
statements, MMS changed its accounting and financial reporting for royalty distributions 
to the states 
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In our report dated September 4, 2001 we did not cxapress an opimion on MMS 's 
consolidated balance sheet as of September 30. 2000, consolidated statement of net cost. 
consolidated statement of changes in net position. statement of budgetary resources and 
statement of financing for the ycar ended September 30. 2000 because MMS did not 
present its financial statements and related disclosures for audit in a umely manner 
According!) . we are not expressing an opimon on the restated consolidated balance sheet 
as of September 30. 2000. and the restated consolidated statement of net cost for the ) car 
ended September 30. 2000 


Dapp ib 


Roger La Rouche 

Assistant Inspector General for Audits 

September 4, 2001 except for Notes | 2. 10. and 13 to 16 
as to which the date is January 9, 2002 


20 Years of Service to America 
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